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CONPIRNEE,

I. ECONOMIC, SOCIAL AND POCLITICAL OVERVIEW

ECONOMIC OVERVIEW

A. Developments and Trends in Recent Years

Since the overthrow of the Nkrumsh Government in 1966,
Ghana's efforts to develop have been hampered by the presence
of four key problems: '

1, An inability to evolve a development strategy
which would impact successfully upon the
majority of Ghanaians producing not only an
increase in welfare but also an increase in
the equity of the distribution of that
welfare,

2. A shortage of foreign exchange relative to
development needs and an overdependence upon
cocoa as an earner of foreign exchange and
as a producer of domestic revenue,

3. Rapidly rising government expenditures leading
to persistent budget deficits, an undesirable
rate of increase in the money supply and a
substantial amount of inflation.

4, A massive external debt which Ghana was
comnitted to service out of limited and
unstable foreign exchange earnings.

There were strong indications that, after the period of
stabilization under the National Liberation Council, the Busia
Government was moving towards a set of ecomomic policies that
would, over time, have largely overcome these problems, Indeed
the critical failure of the Busia Government was not a failure
to develop an appropriate strategy but rather a failure to
develop a political environment which would produce a broad
base of support for such a strategy. The discontent brought
about by the sacrifices inherent in the strategy plus the
general lack of understanding of the strategy itself strength-
ened the hand of those who sought for other reasons to over-
throw the Busia Government, As a result, the evolution of
the Busia economic strategy was halted and the c¢ritical
problems remained to be solved,
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While the National Liberation Council and the Busia
Government repudiated the statist, centrally-plamed, industry-
based economic growth strategy that characterized the Nkrumah
era, they experienced difficulty in developing an economic
strategy that would impact successfully upon the low income
group that makes up the majority of Ghana's rural population.
Under both governments large amounts of money were spent to
maintain the established standards of salary and benefits of
civil servants and amenities for the urban population. While
the needs of the rural areas were not entirely neglected,
expenditures and programs tended to be directed at the more
affluent portiom of this sector.

Little effort was made to reach the poor small-
holders who make up 82 percent of the nation's agricultural
population and produce 80 percent of the nation's food.
Because they wield little political influence and are so
numerous and dispersed as to be difficult to encourage and
support, they tended to receive a low weight in the development
equation despite their large contribution to Ghana's output,

Towards the end of the Busis Government there was,
however, a growing awareness that the costs of failing to
reach the small, low income farmers had been high. Ghédna
continued to remain dependent upon food imports, real growth
per capita was very slight and urban unemployment presented
a growing problem. The transformation of the quality of
rural life and increased incentives and rewards to agricultural
production were receiving greater attention on the part of
government policy makers when the coup forced the Busia

‘Government from office early in 1972.

B. The Economy Under the NRC

Overall Economic Performance

Upon coming to power the NRC abandoned the Busia
Government 's market-oriented approach to dealing with the
problems of the external sector and substituted a system
of direct controls accompanied by appeals to patriotism
and support of the "revolution" as incentives to produce,
While this approach was successful in reducing the volume
of imports in 1972 and 1973 and in restructuring the com-
position of the "import bundle,” unpublished statistics now
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confirm that the rate of economic growth was reduced as a
result.* Quite simply put, it seems unlikely that Gross
Domestic Product grew sufficiently rapidly to maintain a
constant per capita Gross Domestic Preduct in the years
1972 and 1973. There seems little reason to expect sub-
stantial improvement in 1974.

The Agricultural Sector Assessment provides a detailed
review of the performance of this sector over recent years.
Suffice it to say here that, considering all the information
that is avallable, it seems likely that the performance of
the agricultural sector exceeded the performance of the
economy as a whole over the years since the NRC came to
power., This is particularly true for the 1973 crop year.
This has resulted from the fact that the sector is relatively
less dependent upon imports (the reduction of which hurt the
performance of other sectors) and from the fact that the NRC
has given the sector very high priority and a good deal of
emphasis though with a bias toward larger farmers using
capital intensive techniques,

Cocoz prices have been favorable recently and this
has served to increase substantially the resources avallable
to Ghana's domestic budget and the foreign exchange available
for imports. At the same time exports of raw cocoa have fallen
in volume since the record year of 1965 (494,000 long tons)
with Ghana accounting for a decreasing share of world produc-
tion. The Govermment of Ghana 1s very clearly aware of this
problem, A National Cocoa Production Committee was recently
inaugurated to examine and seek to solve the economic and
social problems which have contributed to Ghana's absolute
and relative decline as a cocoa producer. Increases in the
producer price (25 percent in September 1972, 20 percent in
September 1973 and 25 percent in August 1974) as well as
improvements in local purchasing arrangements should provide
an incentive to increased production.

* The Central Bureau of Statistics has deteriorated in recent
years. As a result the accuracy and validity of this umpub-
lished data is subject to some question., It seems reasonably
safe to assume that it can be used to indicate whether the
economy {or a sector) has grown more or less rapidly than in
earlier years and 1t is so used in this discussion. It would
seem unwise to use it as a basis of comparison with respect
to inter-sectoral performance or for precise determinations
with respect to the overall level of economic activity.
Accordingly, it is not reproduced here,
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The unpublished Central Bureau of Statistics data
cited above also .tend to confirm that the performance of
the manufacturing sector has been reduced In that its con=
tribution to Gross Domestic Product grew less rapidly in
1972 and 1973 than was the case in earlier years. This
has resulted no doubt from the restriction of imports in
terms of volume and the restructuring of the composition of
the "import bundle" that took place in 1972 and 1973. This
reduction and restructuring of imports resulted in shortages
of spare parts and raw materials such that the sector could
no longer perform as it had in the past,

There was some reason to hope that this situation
might improve in 1974 as the GOG allocated £619 million for
imports this year as opposed to £396 million and £536 million
in 1972 and 1973 respectively, Reports reaching the Mission
indicate, however, that shortages of spares and 171w materials
remain a critical problem for certain industrial activities.
This would seem to be due to two factors. First, much of the
apparent increase will be required to offset the effects of
worldwide inflation. Secondly, and more importantly, there
is clear evidence that the import licensing system is experi-
encing difficulties. As of August of this year imports in
1974 amounted to €630 million or an amount in excess of the
intended €619 million for the full year. This in turn has
resulted in a deficit (January-August) of £25 million on
merchandise account. As a result the GOG has, for the moment,
been forced to retrench by canceling 50 percent of the value
of all import licenses outstanding (against which letters of
credit have not been issued) and by imposing a moratorium on
the issuance of new licenses,

In brief, the NRC appears to be encountering the same
sort of problems in administering imports that have plagued
previous governments, Given the current duty structure and
the overvalued cedi, the pressures upon the system are simply
too great, As a result, when foreign exchange resources are
relatively plentiful imports surge rapidly ahead only to be
reduced sharply when the foreign exchange is exhausted.

A rapid and persistent rate of inflation continues to
pose & problem insofar as the performance of the economy is
concerned, From June 1973 to June 1974 the official national
consumer price index for all items rose by nearly 20 percent.
Increases in the price of local foodstuffs accounted for some
54 percent of this increase.
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Thet the lower income group in Ghana has become worse
off in recent yedrs is beyond doubt. A stagnant or declining
average per capita GDP combined with substantial rates of
inflation is certain to reduce the welfare of the lower income
group which is least able to protect its position in the face
of inflation. Most of the inflationary impact on prices is
reflected in the continuing rise in prices of foodstuffs,

The urban poor who must of necessity spend a large portion of
their incomes on food are thus particularly wvulnerable while
simultaneously the rural poor who might be expected to respond
to the higher prices are prevented from doing so by the inade-
quacy of their inputs, tools, technology, infrastructure and
inefficient access to markets, Clearly, what is called for in
terms of both growth and equity is a balanced strategy that
provides the urban poor with increased employment and income
and frees the rural poor from the impasse in which they are
currently caught,

Revenues and Expenditures

The NRC, as was the case with the Busia Government, has

not been successful in containing recurrent expenditures and the

magnitude of the overall deficit, As Table I shows, recurrent
expenditure rose by 25 percent from FY 1973 to FY 1974 and is
expected to rise by 33 percent from FY 1974 to FY 1975. A good
portion of these increases have resulted from increased person-
nel expenditures as the govermment has increased the wages and
salaries of civil servants in an attempt to cushion their
standard of living in the face of rising prices. The last
round of increases alone will cost some £30 million. On one
point the NRC should be given due credit. The increase in
recurrent expenditures would have been even greater had the
subsidies on certain essential comnodities not been withdrawn
at the end of FY 1974,

It can &8lso be noted from Table I that capital expendi-

turee are expected to increase sharply in FY 1975. This increase,

if actually realized,* will further contribute to the magnitude
of the deficit which is expected to amount to £289 million in
FY 1975, Such a deficit cannot help but place substantial
pressure on the overall level of prices.

* In years past actual capital expenditure has tended to fall
below the level estimated due to difficulties encountered in
implumenting the various projects that make up the capital
budget.
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The new revenue measures announced for FY 1975 are
summarized in Tahle II., As the table indicates they are
expected to produce nearly €15 million in additional revenues,
This is a very small amount in view of the increases anticipated
with respect to current and capital expenditures. Table III
provides an overview of revenues from domestic sources over
the period FY 1973 to FY 1975. While revenues have increased
in absolute amount over the period, they have failed to keep
pace with increases in expenditures such that the necessity
to resort to deficit finance has increased,

Tax effort, as far as non-cocoa receipts are concerned,
has very probably declined under the leadership of the NRC as a
result of a number of actions which have reduced the tax base
and/or the rates imposed, Examples of this are to be found in
the elimination of Busia's National Development Levy, the
decrsase in the average import duty which resulted from the
recent revision of the schedule of import duties and the reduc~
tion in the rate of tax imposed on gasoline to cushion the
impact of the petroleum crisis on Ghanasian consumers. The
recent elimination of import duties on sugar will result in
a revenue loss of €4.4 million as well.

Despite this erosion of the tax base and/or rates the
NRC has made a serious effort to improve tax collections.
This is particularly true with respect to taxes on Income and
Property., Revenue from this source is expected to improve
substantially in FY 1975,
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Money and Credit

The money supply increased by thirty percent between
April 1973 and the end of March 1974, This inecrease contrib-’
uted to the persistent inflationary pressures operating in
the economy.

With the beginning of the 1973/1974 fiscal year the
Bank of Ghana changed the structure of interest rates. The
Bank of Ghana lowered its discount rate from eight to six
percent and directed the commercial banks to lower their
lending rates by two to 3.5 percent with a maximum of ten
percent, In order to maintain the commercial banks' earnings,
the banks were allowed to reduce the rate of interest paid
on time and savings deposits and the small rate of interest
that had been paid on demand deposits was abolished. The
rate of interest paid on three-month Treasury Bilis is now
above the rate paid on time and savings deposits, giving
the Government an improved position vis-a-vis the banks in
vying for private sector funds.

1 At the same time the Bank of Ghana announced new
crediff guidelines for the commercial banks for the 1973/1974
fiscaffyear. Experience over the first six months of the
fiscalp year indicates that the aggregate increase in credit:
to the private sector and public entities was pretty much in
line gith Bank of Ghana guidelines in total. The sectoral
distribution appears to have deviated at least initially with
nonpriority sectors receiving more than should have been the
case. Credit to those nonpriority sectors was, however,
relatively low on June 30, 1973, the base date for the 1973/
1974 credit program.

*

Employment

Ghana's labor force (population aged 15 and over)
increased by 1.99 percent a year over the period 1960 to 1970.
Ghana's work force (those employed in all industries) increased
at a slightly higher rate of 2.04 percent a year. Two important
features of this growth require clarification.

First, the increase in female employment over the
decade (2.93 percent per vear in agriculture and 4.53 percent
a year in non~agricultural pursuits) explains about 75 percent
of the total absolute increase in Ghana's work force from 1960

* See Ghana Agricultural Assessment: USAID/Ghana December 1974
by F. Winch and M, Fuchs-Carsch for a detailed discussion of
the employment question.

- 10 -
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to 1970, PFurther, the increase in the male labor force is
significantly higher than the increase in wmale employment
in all industries.

Second, the proportion of the number employed in
agriculture to the rural population decreased slightly over
the decade (from 32 percent in 1960 to 30 percent in 1970).
However, the decrease in the proportiom of the number employed
in non-agriculture to the urban population was greater (from
63.8 percent in 1960 to 55.0 percent in 1970), The decrease
in the relative number of persons employed in urban areas
explains a major part of the decrease in the total number
employed in all industries Iin relation to total population
{38.0 percent in 1960 and 36.7 percent in 1970). These facts
suggest that rural areas are releasing emigrants at higher
rates than urban areas can productively employ.

The extended family is both & cause and a buffer to
the effects of migration and unemployment. One of the many
factors underlying migration is the nuwber and incomes of
relatives residing in urban areas. Urban immigrants typically
invest a considerable time in unemployment in the expectation
of increasing their relative incomes over time in urban employ-
ment, The financial cost of this investment to the immigrant
is significantly reduced since he is supported by his urban
relatives. However, the social cost of these investments
~ have several important policy implications which will be
discussed in respective sector discussions,

- 11 -
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Balance of Payments Prospects

The data currently available with respect to Ghana's
present and future balance of payments situation must be used
with extreme caution. That the import licensing system
failed in 1974 to contain imports to levels that could be
financed by current export earnings seems clear, The economic
and political pressures were too great for the system to with-
stend the pressure of pent-up demand. At the present time,
however, very little is known about the absolute magnitude
of the failure or the composition of the imports that this
failure permitted., This makes it very difficult to predict
the final out-turn for 1974 and infeasible to make an estimate
for 1975, The future is also difficult to forecast in the
absence of a clearly defined development plan, The Ghana
Government is aware of the problems it faces and is working
to resolve them,

What follows is based on the best data currently
available from the IBRD. 1Its accuracy 1s clearly subject
to question, however, given the problems that currently exist.
It is probably correct to say that this data indicates the
type of problems that Ghana faced in 1974 and will face over
the remainder of the decade. The magnitude of the problems
are highly uncertain and the following thus represents an
attempt to describe the situation as it appears on the basis
of the best currently availsble data.

Table V sets forth Ghana's balance of payments
performance in recent years. It reveals that during the
first two years of its tenure, the NRC was able to hold
imports well below their 1971 level.X In 1974, however, as
already noted, imports increased to a very high level as a
result of pressures upon the licensing system resulting from
an overvalued cedi and an inadequate level of import duties.
This high level of imports was financed by drawing on reserves
that had been accumulated in 1972 and 1973. It is estimated
that reserves fell by $131 million in 1974, leaving only
$70 million available to cover unanticipated requirements,**

* And alter the camﬁosition of the "import bundle" as well,
*% Approximately two months' worth of imports at 1973 levels,

PSR
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Table VI contains the latest available IBRD projection
of Ghana's balance of payments position and resource shortfall
over the period 1976 to 1980.,*% Imports have been projected as
those which would be required to support and sustain a real
rate of growth in GDP rising from five percent in 1976 to
6-7 percent by 1980, This is a more rapid rate of growth in
GDP than had been assumed in earlier IBRD projections and it
represents an attempt to make the projection reasonably con-
sistent with Ghanaian development planning goals which would
require that GDP grow by 5-6 percent per annum (on the
average) over the period 1975 to 1980, The projection takes
account of the increased cost of petroleum and the debt relief
provided by the recent rescheduling,

Even on the assumption of substantial external
assistance in the form of public transfers and public medium
and long term lending, the table reveals that Chana will face
substantial resource gaps over the remaining years of the
decade. This is true whether or not Ghana decides, or is
able, to build up a level of reserves equal in value to three
to four months of a growing import requirement over the
remainder of the decade, Such reserves would be required if
Ghana were to consider liberalizing her system of foreign
exchange controls. It is mot at all likely that additional
assistance will be available to cover this gap entirely.
Ghana will have to take certain vital actions herself if she
is to have access to the resources required to support and
sustain moderate economic growth. More specifically, Ghana
will have to sherply limit nonessential imports and replace
imports (i.e., notably rice, cottomn, sugar) with domestic
production to the maximm possible extent, It will also have
to expand exports even more rapidly than has been assumed

* It is not possible to project Ghana's balance of payments
position in 1975 as no information is available at present
regarding the composition of 1974 imports., If 1974 imports
turn out to consist of large amounts of consumer goods, it
would be difficult to reduce imports im 1975 without
hindering economic growth. If, on the other hand, 1974
imports provide a substantial addition to Ghana's stock

of capital, a reduction of 1975 imports would be possible
without severe hardship.

W
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in the table attached and encourage foreign investment to
the maximum possible extent.® 1In order to attain these
goals, however, the domestic ecomomy will have to be
stebilized, inflation held to a minimum, domestic savings
encouraged and a set of incentives and supportive policies
and programs adopted to make & breakthrough in non-
traditional exports., Imports will have to be controlled
in a more efficient manner as well,

* Negotiations are now under way which could lead teo
an investment of some $150 million to develop Ghana's
bauxite deposits and set up an aluminum plant.
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TABLE V
GIANA:  FII7N05 OF PAY el . :Estiupte
{(Midlion $) 1/ ' " Provs 19742
Actual Leotual Actual Millions of
1571 1972 _1973  U.S.Dollars
1. TRADE
Exports (£.0.b.) L06.9 Lok 571.2  693.4
(Cocoa Peans and Products) (263.6) (275.1)  (3hh.2)  (451.4)
Imports (L.osbs) _ Lh7.3 255.7 368,2 - B42.1
Balance of Trade ~40.0 18Lh.7  203.0 _51.3
2. SERVICES AND TRANSFER _
Non-factor services (net) «92.h 51,k ~70.  -126.9
Investment Income (net) ~TLoh -2?.% -29.8
(of which Interest on red/long debis) (-~ % 1) (- 9.7) (=9,0) (-10.3)
Private Transfers (net) -10.6 -3.K -gﬁ - 6,3
Official Transfer (net) -+ 11,0 16.3 [ 18.9
Balance on Current Account ' =175.9 174..0 110.5 -92.7
3. CAPITAL ACCOUNTS
NHon-Government.
(1) Direct investment/Reinvested
Profite (net) 9 10.6 13, 8.3
a) Receipts (L3. (1T.%) (17.3 (16.1)
b) Payrent (=5.7)  (<5.3)  (~b.0) ( 7.8
(i1) Short-Term Capitel Net {decrease-) 68.9 -53,9 ~5L.0 5.1
Government Net
(1) Med/Long Term Loans Met Lo.8 1.9 20. 0.0
a) Receipts (53.9) (ﬁ?.ﬁ) Gi .E-) (8.7)
b) Payments (-13.1)  (-10.5)  (-10.7) (8.7)
(i1) sSterling & Other Assets Net =0,1 2.6 - 0.8
h. ALLOCLTION OF SDR's T11.2 11,1 - -
S. ERRORS AND OMISSION (NET) -0.6 6.8 0.5 -39.9
Oversll Balance «17.8 136.1 91.0 -119.2
Monetary Movement (Improvement -)
1. Central Bank (Net)2/ W7 -113.8 -61.6
2. Commercial Bank (Net) -1341 248 -19,2 +130.5
« Government (Net) 3/ ~0,1 -2.0 043
he DF (Net) -32.3 -19.2 ~9e3 ¢ -6.3
S« Bilateral Balances (Net) ~18.6 ~7.8 -1.2 -5.2
Total 17.5 =1 36&1 —91 0 119.2
Source: Bank of (thana
p—
1/ ZExpressed in current exctings ratet £ 1154 = $1.0 o
" & +0 and SDR 1.0 = $1.206
2/ Including ¥onetary gold znd SHE's but excluding bilateral balances
Y/ CGovernment and other officizl institubions . e
- ”E]" "Tetails may not. acfd to tota}.s due to reunding- during ged:[/doll;r convg-rstﬁxi.
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TABLE VI

BALANCE OF PAYMENTS PROJECTIONS -~ 1976-1980

(Million $)

(Current Prices and Current Exchange Rate)

1,
2.

4.

5.
6.

10,
11.
12.
13,
14,

15,

Imports (Including NFS)
Exports (Including NFS)
Balance of Goods and NFS
Factor Services = Total
a) Interest on Public Debt
b) Interest on Other Debbﬂl
c¢c) Other Factor Services (Net)
Workers' Remittances
Current Transfers (Net)
a)} Private
b) Public
Balance on Current Account b/
Private Direct Investment (Net)—
Public M&LT Loans
a) Disbursements
b) Repayments
¢} Net Disbursements
Other MELT (Net)
IMF Drawings/Facility
Other Short-Term Debts
Use of Reserves
Uncovered Gap (with
reserve build-up)sl
Uncovered Gap (without 7eserve
build=up: 14-13-4b)&

1976 1977 1978 1979 1980
-1067 -1183 -1317 -1467 -1636
980 1092 1160 1284 1423
-87 -91 _-157 _-183 _-21i3
-21 -16  .-18 -21 -2
17 21 25 30 33
-17 -19 -20 -21 -22
-10 -11 -12 -12 -13°
w0 11 12 12 13
-108 =105 -170 =195 =226
5 3 7 7 2

42 52 67 81 90
~11 -11 -12 ~12 -14
31 41 55 69 76

9 -9 -9 -9 -

-14 -14 -14 -14 -
-38 -28 -34 -38 -42
-115  -109  -165 -180  -168
-94 =102  -156  -172  -159

a/ Interest on other debt is positive during 1976-1980 because of

interest earnings on accumilated reserves,

b/ Shown on net basis assuming remittance of profits and dividends

amounting to about $15 million a year between 1976-1979

¢/ Calculated on the basis of imports required to support growth in

-17 -

Gross Domestic Product of 5 percent in 1976, rising to 6-7 percent
in 1980,



gttty o

Impact of the World Petroleum Crisis and Inflation

There can be no question that Ghana's development efforts
have been set back by the petroleum crisis and inflation. Ghana
spent $40 million on petroleum imports in 1973. This is expected
to increase to 5185 million in 1974 and to $354 million by 1980.
In the absence of the petroleumn crisis, the relief provided by
the recent debt rescheduling plus the new commitments on the
part of the donors would have been sufficient to close the
resource gap over the remainder of the decade even on the
assumption of 3-4 months' accumilation of foreign exchange
reserves.

There is little that Ghana cam do to effect economies
in its consumption of petroleum products as most go to provide
essential transportation for goods and people. The bill will
simply have to be paid. The real question is whether Ghana
can pay this bill and continue to afford the other imports
requlred to support and sustain moderate economic growth.

Ghana's balance of payments will also be affected by
the impact of the petrcleum crisis on the price and availability
of fertilizer and imsecticides, though it 1s impossible to
quantify the precise impact, More importantly there is a
question of how long the Ghana Govermment can continue to
subsidize the price of fertilizer in the face of continuing
increases in its world price. Fertilizer is now sold to
farmers at 15 percent of its cost to the Ghana Government,
Further increases in the world price would increase the sub-
sidy element and the burden it imposes on government finance.,
To reduce or remove the subsidy could have far~reaching effects
on the output of rice and meize, both crops with respect to
which Ghana is aiming at self-sufficiency.

Abstracting from petroleum, worldwide inflation is
likely to create difficulties as well. Chana's small
industrial base is highly dependent on imports whose prices
are rising. With the exception of rubber (which is not now
exported but could be in the future), gold and aluminum,
the prices of Ghana's exports are not likely to keep up
with the prices it must pay for imports, Inflation will
also create budgetary problems for the Government as it
attempts to maintain the standard of living of certain
income groups through the imposition of retail price
controls, responds to pressures for wage increases and
seeks to maintain government services in the face of
mounting costs,

WA A g w
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External Debt

In February 1972 the NRC Government repudiated certain
medium-term external debts {(which 1t held to be tainted with ~
corruption} and announced the rescheduling of the remainder in
accordance with IDA terms.’ In, October of 1972 Ghana's creditors
met in London and formulated a counter-proposal. Out of a
subsequent series of meetings and discussions a final agree-
ment was reached in Rowe in March of 1974. This agreement
is now in the process of being implemented. This agreement
will, unlike previous debt reschedulings, provide Ghana
with long-term debt relief within a framework that is con-
sistent with Ghana's earlier public statements on the debt
question, The IBRD has estimated that the implementation’
of this agreement will provide Ghana with debt relief amounting
to $168.0 million over the period 1974-1978. Unfortunately,
the developmental impact of this relief will be overshadowed
by increased petroleum prices and the impact of worldwide
inflation. .

C. Development Planning and Strategy

The Plamning Organization

Some of the most interesting recent developments
with respect to plamming and strategy concern changes in the
structure of the responsible organizations. Early in 1974
the Ministry of Finance and Economic Planning was split into
two separate ministries, Colonel Acheampong, Chairman of the
NRC, retained his portfolio as head of the Ministry of Finance.
Dr. Kwame Fordwor took charge of the day-to-~day operations of
that Ministry as Assistant to the Commissioner but also
retained his position as Executive Director of the Capital
Investments Board.

The Ministry of Economic Planning portfolio was vested
in Lt. Colonel R,J.A, Felli who formerly held the portfolio
for Trade and Tourism., On March 21, 1974, Colonel Acheampong
announced the creation of a National Economic Planning Council.
The Council consists of thirty«three members drawn from a wide
range of experienced pecple from both within and outside the
govermment, JIits creation may be seen as a major effort to
bring a maximum amount of talent and experience to bear on
Ghana's development problems., Though most of the members
will serve on a part-time basis, six permanent members have
been appointed to posts in an expanded Ministry of Economic
Plamning, These changes alone should bring about considerable

L T e
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improvement in economic planning and policy making through
a strengthening of the depth of top level leadership in
these two key mimistries.

Ghanalan Development Strategy

As noted in the following section, the Five-Year Plan
is now in an early stage of development. A statement of
strategy and guidelines for the plan is scheduled for com-
pletion by mid-January 1975. At the same time, however, it
is possible from the public statements of Lt. Col. Felli and
others to obtain an idea of the probable thrust that these
documents may display.

It seems apparent that Ghana will not revert to the
development strategy of the Nkrumah era which placed a heavy
emphasis on state control over almost all econvmic activity
and the creation of state farms and industrial enterprises,

Rather, the approach to be followed seems more likely
to be marked by a "mixed-economy" approach with the Government
playing a major role but leaving substantial scope for private
Ghanaian initiative and foreign investment.

1t seems clear as well that the primary thrust of the
Five-Year Development Plan will be directed towards the
agricultural sector. It is well understood that agriculture
(particularly small-scale agriculture) forms the basis of the
Ghanalan economy and hence the foundation upon which the
development of the other sectors must rest, This being the
case it is reasonable to expect that the plan will give sub-
stantial emphasis to ensuring that small farmers have access
to credit, fertilizer, pesticides, tools, and implements
(with efforts made to ensure that simple implements will be
domestically produced) and improved methods. Storage,
marketing and tramsport will also receive a high priority as
a part of Ghana's effort to eliminate its food deficit and to
produce raw materials for its industry.

The Plan should also give emphasis to the creation of
employment, the mobilization of savings and the expansion of
exports all of which are areas of critical importance. 1In a
public statement in April 1974 the Commissioner for Economic
Planning stressed these points as the main needs of future
development policy for Ghana.
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Status of the Development Plan

The National Economic Planning Council is currently
preparing a set of guidelines for the Five-Year Development
Plan, These guidelines will be issued in January 1975. It
is anticipated that they will present a comprehensive out-
line of the development strategy to be followed to the end
of the decade. From conversations with Ghana Government
officials it seems likely that the guidelines will aim for
a real rate of growth in Gross Domestic Product amounting
to five to six percent per annum with real govermnment ex-
penditure growing by four percent per annum and consumption
per capita by three percent per annum in real terms.

The difficult part in ensuring the success of the
plan largely remains to be undertaken, however, This con-
cerns the development of projects and incentives to ensure
that the various sectors perform as they must to ensure that
the goals of the plan are met, The performance of the Ghana
Government with respect to this portion of the planning process
will also have a bearing on the assistance strategy of U.S$.A.1.D,
as the following section indicates.

Implications of the Plan for Sectoral Development

The Five-Year Plan currently under development will
have major implications for health and agriculture, the two
sectors U.S5.A.I.P. has chosen as the primary focus of U.S.
assistance to Ghana. The macro and micro-economic policies
that are incorporated into the plan will condition the choice
of appropriate development strategy for each sector and influ-
ence the degree to which U.S. assistance can help to ensure
mere meaningful participation for the lower income group that
makes up the majority of Ghana's population.

With respect to the health sector the issues are
relatively straightforward, This is true largely as 2 result
of the fact that the performance of this sector depends largely
upon GOG policy and management decisions and only minimalliy on
the provision of incentives to the private sector.

The basic goal of U.S, assistance to the health sector
is that of ensuring that the poor majority (particularly the
rural poor) have access to health care services of sufficient
quality as to ensure thelr ability to participate meaningfully
in the economic life of the nation. This goal is unlikely to
be attained unless the Five-Year Plan continues to support the

AR i
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Ghana Government's announced decision to move away from
directing expenditures toward a few modern hospitals in the
urban areas and toward more efficient operation of health
centers and posts that are accessible to the rural poor. A
greater commitment to environmental sanitation and public
health services than has been the case in the past will also
be required of the health portion of the plan.

It is not only through expenditure policy that the

Five-Year Plan will have an impact on the performance of the
health sector with respect to the poor majority. Other less

v “direct actions will have an impact as well. The cedi is over=
valued and duty rates are insufficiently high as has already

. been noted. This can wvery-clearly have an impact on health

~ strategy as it makes sophisticated medical technology appear
appropriate, affdrdable and economic when just the opposite
is very probaﬁiy”true. Likewise the Ghana Government has
adopted a policy of encouraging high minimum wages for un-
skilled urban labor. This will affect rural-urban migration
and hence the location of, the demand for, and cost of health
services. If the plan were to provide for an implicit devalua-
tion of the cedi through an upward revision in the structure of
import duties and for a policy of restricting urban unskilled
wages, planning and development within the health sector would
be more appropriate and economic,

. The relationship of the plan to the performance of the
agricultural sector is more complex. This results from the
fact that the performance of this sector depends to a large
degree on the response of the private sector to the system of
incentives provided by the government.

The basic goal of U.S. assistance to the agricultural
sector is to ensure more adequate incomes and welfare for the
small farmers who make up the majority of the population
engaged in agriculture and produce a substantial portion of
the nation's food output. A basic problem in attaining this
goal lies in the presence of a number of macro and micro-
distortions which have the effect of promoting and encouraging
large~scale agriculture, These have been covered in some
detail in the Agriculture Sector Assessment recently completed
and need only be summarized here,

A major distortion working in favor of large-scale
farming is the overvalued cedi. This plus the low rate of
duty on agricultural equipment (most commonly a zero rate of
duty) provides an implicit subsidy to the large-scale farmers

[T .
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who invest in such equipment. This in turn gives a distorted
picture of their true production costs and makes them appear
more efficient and economical in comparison with small farmers
than would be the case if the subsidy were removed. Also, the -
overvalued cedi must be supported via a system of import con-
trols which (though other factors are involved as well) makes
it difficult for the small farmer to be sure of access to the
simple inputs which he requires. This advantage that has been _
granted to large-scale farmers could be removed through an up-
ward revision in the structure of duty rates and/or realignment
of exchange rates. '

s T e

Another problem concerns the focus of GOG expenditures
for agriculture., The GOG has devoted substantial expenditure
to the development of the agricultural sector. It is known,
in the case of the Upper and Northern Regions, that the lion's
share of such expenditure went to support the activities of
large-scale farmers (large-scale rice farmers in this case).
The picture is very likely the same in other regions as well.
What is required is a clear redirection of expenditures towards
activities that clearly benefit small-scale farmers such as the
provision of extension services, input delivery systems accessible
to the small farmer and the provision of basic infrastructure.

There are also problems with respect to interest rates ™
and agricultural credit. The govermment has set a ceilling of
six percent as the maximmm rate that may be charged on leans to
agriculture. There are indications that the commercial banks
are managing to circumvent this ceiling (Barclays Bank is loaning
to rice farmers at ten percent) but virtually all of their credit
goes to large-scale farmers. The celling is certainly enforced
for the lending of the Agricultural Developwent Bank -- the major
institutional source of credit to small scale farmers. The ADB —
is unable to cover its cost at this rate of interest and thus '
remains dependent on injections of outside capital. This limits f
the extent af the risks that it can afford to take in extending |
credit to smallholders. S

Not only is the interest rate ceiling a problem from the
financial point of view, It is a problem from the economic point
of view as well. The opportunity cost of capital in Ghana is
currently estimated at 15 percent, Those who receive the credit
substantially below this rate of interest {e.g., at six percent)
thus receive an implicit subsfidy. This subsidy lowers the cost
of capital equipment to the large-scale farmer producing effects
identical to those produced by the over-valuation of the cedi,

It should be noted that the ADB is handicapped not only
by the celling on the rate of interest it can charge. It is

B -
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restricted as to the amount of interest it can pay on deposits
to a rate that is less than that which may be paid by commercial
banks. As a result its efforts to mobilize capital are at a
considerable disadvantage,

In summary, GOG policies with respect to exchange rates,
expenditure policy, and interest rates/credit availability as
currently set forth give substantially more encouragement and
support to large-scale farmers than to small-scale farmers.
Unless the Five-Year Plan alters these policies such that some
additional support is provided to the small-scale farmer,
U,8.A.1.D, will stand little chance of attaining the basic
goal behind its provision of assistance to the agricultural
sector. It should be noted too that it is not simply a
matter of exchange rate, expenditure policfeg and interest
rates. Other policies impinge upon the operation of the
agricultural sector as well. The GOG has followed a policy of
subsidizing certain agricultural inputs (most notably fertilizer
which is subsidized in an amount equal to 85 percent of its cost)
which are absorbed predominantly by large-scale farmers, This
policy needs revision as well.

U.85.A.I,D, and Ecohomic Policy

In the previcus section it was noted that overall
econcmic policy and management can be expected to exert a

ceritical influence upon the performance of U,S5.A.I.D.'s

priority sectors, health and agriculture. In point of fact

it is unlikely that any sector-specific strategy that might

be selected in support of U,S,A.I.D.'s basic goals for health
and agriculture could succeed in the face of a general economic
and management framework that explicitly or implicitly lacked
complementarity., The overall economic and management framework
cannot be ignored in the process of developing and implementing
sector-gpecific strategy.

At the same time the United States is limited in the
direct influence that it can have on the overall economic and
management framework as are the other bilateral donors. The
IBRD can be expected to have some, though admittedly limited,
direct influence over the immediate future. A senior economist
from the IBRD is working with the GOG in an effort to increase
its perception of the problems it faces and in developing rational
and effective solutions to these problems. There is every evidence
that the GOG, as it gains experience, is becoming increasingly
perceptive in regard to its problems, their implications and
their solutions. This has been an evolutionary process in the
past, however, and will continue to be such a process.

.
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The inability of the U.S. to exert direct influence upon
the overall economic and management framework should not pre-
clude the use of any indirect influence we may be able to exer-
cise (particularly given the importance of the overall economic
and management framework to the success of our sectoral
strategies). Indeed, such efforts should be seen as highly
complementary to our sectoral strategies for health and
agriculture,

The Mission's Economic Development Management project }_
represents one aspect of our efforts to exert such an indirect
influence, It provides training in aspects of economics and
management to mid- and senior-level staff of institutions with
significant responsibilities related to the overall economic
and management framework. It also provides comsultants to such
institutions to assist in providing solutions to specialized
problems. Finally, it provides for support for local research
into problems of special interest to the GOG.

The need for such assistance to the overall economic
and management framework is likely to continue into the imme-
diate future. The focus of such assistance may well alter over
time. U,.S.A.I.D. is currently considering ways in which the
resources of the project might be focused upon in-country
training for individuals from a variety of institutions concerned
with economic planning. Also as the GOG's perception of the com-
Plexities of economic planning, policy and management evolves,
there is likely to be a greater requirement for the services of
consultants and local research.

The Economic Development Management project, refocused
as required to meet needs of the highest priority with respect
to the overall economic and management framework and regional
and rural develppment plannimg can make a valuable contribution
to the success of U,5,A.I,D, sector-specific strategies for
health and agriculture and to the performance of cher sectors
as well,

D. Prospects for Growth with Equity

As noted above, Ghana's Five-Year Development Plan is
still in the formative stage with the elements of Ghanaian
development strategy clear only in broad outline. As a result
it is difficult to definitely assess Ghana's prospects for
growth with equity, It does, however, seem possible to make
the following general comments.

e
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Recent academic research by Irma Adleman and others has
provided new insights into the requisités for growth with
equity. Adleman and others have found that (worldwide) the
few LDCs that have managed to improve the distribution of their
income share certain common characteristics,

—_ Firgt, and perhaps most important, the successful
\ redistributors have been those whose ecomomies were expanding,

No 1DC has been able to redistribute a Gross Domestic Product
that was stagnant or growing slowly. The successful redistrib-
/' utors had access to a yearly growth "dividend" which could be

. used to increase the welfare of the lower income groups without
i reducing the welfare of the upper income groups.

{A Secondly, the growth of the successful redistributors

was based on labor intensive nontraditional exports. Growth
was clearly the critical feature here and not its source, The

" fact remainsg, however, that for many, if not most, LDCs the
nature of their economies and factor endowments is such that
labor intensive, nontraditional exports will provide the most
appropriiate source of growth in Gross Domestic Product over the
short run, As their economies develop and domestic demand
broadens and deepens, the growth of the economy will of course
become lese dependent on the external sector and more dependent
on internal savings, investment and consumption as the force
behind long-term growth.

S Thirdly, the successful redistributors have made a

[ \ conscious and positive commitment to the redistribution of

\\f L income., No successful redistributor has followed the "trickle
down" approach to income redistribution. On the contrary, the
successful have adopted positive policies to ensure that the
poor have access to the skills and inputs required for meaningful
participation ih economic life such as education, health services
and housing. The rural poor in particular have been assured
access to inputs, improved technolegy, credit, markets and basic
infrastructure,

Can Ghana devise and implement a development strategy
incorporating these elements such that growth with equity can
become a reality? The evidence suggests that this is possible
and that indeed Ghana may be well placed to begin to devise and
implement such a development strategy.

- Ghana, while not spectacularly endowed with resources,

clearly possesses the resource base to support a more rapid
rate of economic growth, As already noted, such growth is a

!ﬁl A .
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requisite for an improvement in equity as it generates a
yearly "dividend” which can be used to increase the welfare
of the lower incoime group without reducing the welfare of
the middle and upper income groups. These groups, which
include large numbers of civil servants, are politically
powerful and protective of their standard of living,

Given the restricted size of Ghana's domestic market
and its factor endowment, growth in Ghana will of necessity
have to be based on labor intensive exports {though as the
redistribution of growth dividends deepens the Ghanaian
market, the relative importance of exports will be reduced).
Thus the most important elements of Chanaian development
strategy are those that relate to the expansion of labor
intensive exports. Only if such exports expand can Ghana
expect to generate growth divideands of a magnitude to offer
significant increases in welfare to the lower income group.

JEES
i

The Government of Ghana has taken steps to encourage i
nontraditional exports. An export bonus of 20 percent has
been established and nontraditional exporters have been given _
a high priority with respect to import licenses., In additionm,
the GOG has established an Export Promotion Council to promote
nontraditional exports. The Bank of Ghana has established the
Ghana Export Corporation to assist small producers who might,
for various reasons, be unable to export independently. Cer-
tain promising nontraditional exports have been identified such
as ginger, pineapple, cassava (for starch) and knockdown
furniture,

At this time, however, it is impossible to precisely
specify the timing, quantities and foreilgn exchange earnings
that might result. A most considerable potential certainly
exists, however, .

A more important question concerns the adequacy of the
present bundle of incentives currently being provided to non-
traditional exports. In point of fact they are very probably
inadequate to ensure the expansion that is possgible and
required., Additional steps, particularly with respect to
exchange rates and institutional structures, will be required
in the future.

—

As already noted, growth in and of itself will not
assure an equitable distribution. A policy commitment to
redistribution is required as well. Foremost in importance
in this decision to redistribute is a commitment to providing

o fe—
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the poor with the basic skills they require to participate in
the growth process, The time that it takes to develop such
skills is a major constraint to the implementation of an
equitable growth strategy. Ghana's substantial past invest- .
ments in human resources should weaken this constraint some-
what though adjustments in the educational system (including
nonformal education) may be required to give it a more practical
and development-oriented bias.

There may be some benefits from growth that will reach

the urban poor directly. If labor intensive exports are ex~

panded they could enjoy increased employment opportunities and

access to the goods they require at world market prices, This

is likely to be short-lived if the rural poor are ignored.as

they will leave the farms, depressing urban wages while simmltaneously
raising the price of food, A positive policy to assure that the
rural poor share in the fruits of growth is also essential., This
policy must encouwpass more than an effort to simply encourage the
adoption of improved technology. A policy of promoting assured
access to Inputs, credit, markets and infrastructure is a necessity
as well. A substantial portion of the growth dividend must be
devoted to supporting such access 1f equitable growth is to become
La reality. At the same time that growth is dependent, especially

in the years just ahead, on an adequate flow of resources to start
the process. Without both an adequate flow of resources and a set
of redistributive policies neither growth nor equity may be feasible,

The conditions required for equitable growth cannot be
gimply met., A considerable commitment and a willingness to make
difficult and perhaps unpopular decisions will be required. The
NRC seems increasingly committed, however, to a strategy that will,
over time, allow these conditions to be met. Its increased inter-
est in, and support of, small scale agriculture is particularly
encouraging in this regard. There is thus-reason to hope that
not only will Ghana's considerable potential be realized but
that the poor who make up the wvast majority of the population
will receive an increasing share of the benefits.
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SOCTIAL CVERVIEW f

A. Social Factors iﬁ the Development Equation

) The Ghanaian economy has a comparatively small, modern
and urban sector and its social development reflects this situ-
ation. An educated urban elite consisting of not more perhaps
than three percent of the country's total population and
largely made up of civil servants and military persommel with
much smaller components of professional and business people
dominate the society, They are the inheritors of both the
income and the positions {(with the perquisites that accompany
those positions) of the earlier colonial officialdom. In the
years since independence there has been a strong tendency to
perpetuate the dominance and a measure of exploitation by this
urban elite of the rural masses which had characterized the
pre~independence colonial period. The present government
indicates in its public statements that it wishes to break
out of this pattern and it gives evidence of attempting to
do so though a rapid reversal is not to be expected,

Among the characteristics of the society and the
institutions which serve it, the following seem to be among
those which most basically affect the potentialities for
soclal mobility and development:

1. The philosophy of education which predominates
in Ghana is more traditional than would be
.desirable and it largely falls to prepare
school leavers at most levels for dynamic,
technical or developmental roles.

2, Health and family plamning services are unduly
concentrated in the urban areas and effectively
reach less than 30 percent of the total
population,

3. The urban population enjoys the major part of
government expenditures not only for education
and health services but also for other services
and infrastructure development,

4, Population is growing at a rate which may exceed
three percent annuslly and the cities are
growing at a much more rapid rate with accom-
penying serious social and economic problems
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exacerbated by the slow rate of growth in the
economy in recent years.

Problems of malnutrition and dilsease are serious -
and there is a continuing high rate of infant
mortality despite a steady overall decline in

the death rate. '

The north of Ghana with about 20 percent of the
population is experiencing increasing hardship
due to the ecological/environmental deterioration
in the area which appears to be associated with
such factors as increased density of human and
animal population, land use practices (which are
extremely detrimental resulting in erosion and
loss of water resources and of fertility and
productivity of the soil), and an apparent
adverse climatological trend.

Conditions in the rural areas discourage the
young (especially the educated) from continued
pursuit of the rural and agricultural life and
increase the drift to the already overcrowded
cities.

The same factors as in 7. above deter professionals,
more affluent business people and cfficials from
accepting positions in the rural areas which
further deters and postpones theilr modernization
and development,

The instability of govermment in recent years and
the absence of a coherent, growth-oriented develop-
ment program has demoralized the Civil Service and
rendered it, at least temporarily, unable to make
its maximwm contribution to dynamic growth,

A general absence of modern management concepts in
most economic and social institutions thwarts
achievement even where reasonable and ambitious
goals are set.

Although this set of constraints to development in the

social sphere represents a formidable array, there are a variety
of other social aspects and trends which are more favorable.
Among these are the increasing number of people who, despite

the traditional educational patterns, have a2 modern outlook

and aspire to fostering a more dynamic social and economic

——
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environment. In and out of Government such attitudes are
evident and represent a significant leaven in the loaf,

Nor is the academic commmity lacking for such people:
modern and activist intellects are at work. The outreach
efforts of University of Science and Technology to develop
new industries, support cooperatives, etc., attest to the
vigor of this movement. Similarly the willingness of the
Department of Agricultural Economice at the University of
Ghana at Legon to enter into a close working relationship
with the Ministry of Agriculture for practical training of
management manpower for the agricultural sector is another
such evidence, There are also active Ghanaian minds at
work in such bodies as the West African Examinations Council
who wish to modernize and reform the system. At high levels
of Government the declared intent for Ghanaians to shoulder
the full responsibility for plamming execution of national
development is a further healthy and welcome sign, 1In
summary then, there are a variety of developments which
strongly suggest that neither apathy nor traditionalism
will prevail in the long rum in Ghanaian society. These
developments are worth supporting and encouraging and give
promise of a steadily growing progress towards development.
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POLITICAL OVERVIEW

A. Brief Historical Perspective

Ghana had a seventy year history of colonial administration
prior to independence in 1957, Its own cultural, pelitical and
social inheritance has been intricately interwoven with that
more recent colonial experience to form a mosaic with a wvariety
of assets and some liabilities. Many very modern and highly
motivated men and women operate at various levels and staff a
wide range of institutions performing numerous functions. But
they are beset by rigid colonial patterns, conflicts between
the modern and traditional wvalues, and weak management systems
and practices (partly inherited from the past) as they pursue
progress, Political instability having plagued Ghana since
1966 (with three changes of government) there is at times
hesitation in committing the natiom to firm policies. Ideo-
logical tensions put Ghana in a posture favoring a mixed
economy but statist tendencies persist. The controlling
civil-military elite have sustained an inherited set of
policies which still substantially perpetuates the colonial
exploitation of the rural masses., The realities of political
life have generally caused the leadership to fawvor the urban
elite and potentially volatile urban workers in the allocation
of government funds for amenities and services. Thus, despite
a comparatively high average per capita income, the rural
masses Of Ghana suffer a relatively low standard of life
judged by indicators of nutritional apnd health status., It
will not necessarily be an easy or smooth road, therefore,
to encourage the adoption of programs and policies to reduce
the inequities of income distribution in Ghana.

B. Current Situation and Outlook

Hopeful signs for development-oriented action toward
growth and greater equity are, however, discernible., The call
by the Head of State for preparation of a Five-Year Development
Plan combined with a subsequent speech by the Commissioner for
Economic Planning calling for policies to deal with the major
economic problems of Ghana are encouraging. TIn particular his
candid recognition of the slow overall rate of growth in the
past, of the need for an accelerated rate of increase in food
production, more savings, less expenditure of government
revenue for recurrent costs and increased exports suggest that
this government is determined ' atterns. Still
it must be expected that the future will continue to suffer

-l
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from the same tensions as in the past. Greater equity will
come slowly and probably only in the context of growth which
permits greater incomes among the poorest groups to be
achieved without being at the absolute expense of the power-
ful elite groups. Strategically, therefore, it will be vital
not to lose sight of the need to facilitate an adequate
resource flow to suppoert a modest rate of growth if we wish
to see development which has as its hallmark a substantially
greater measure of equity,
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II. STRATEGY AND OPTIONS FOR U.S. DEVELOPMENT ASSISTANCE
FY 1976 - FY 1980

The U.S. Development Assistance program in Ghana is at a
crossroads, 1In the course of the next year basic decisions will
be necessary to define the structure and themes of A.I.D. assis-
tance for the next five years, the period it will take for sound
programs to evolve and become fully rooted.

A. Earlier Strategy and Developments

Up until the beginning of 1972, U.S. Development Assistance
strategy sought to help bring about a major revitalization of the
Ghanaian economy, lifting it out of the doldrums of economic stagna-
tion and declining per capita GNP. Growth rates rising from three
percent to six percent were projected for five and ten-year periods
ahead. This goal was to be achieved by:

a major self-help effort by Ghana with fundamental
structural reforms of monetary, fiscal and balance
of payments policy and practice and the inauguration
of a new five-year development plan;

- a generous and final settlement of the medium-term debt
problem in the context of development resource require-
ments;

- establishing the World Bank both as a major donmor and
as the principal external economic policy advisory agent
with resident professional staff, thereby minimizing U.S.
involvement and exposure on policy questions;

- assembling a package of external assistance for commitment
in 1972 approaching 5150 million from several bilateral
donors and the TBRD and IMF through the mechanism of the
Consultative Group.

U.S. Development Assistance was to have a major role in this program;
A,I.D, assistance was focused on the macroeconomic issues with

$30 million in program lending envisioned as the U.S. share in 1972
and Iin successive years. Other A.I.D. programs were sharply cur-
tailed or terminated except for population program assistance, The
agriculture program, the area of major U.S5. assistance during the
previous decade, was reduced to a small project concerned with
agricultural policy and planning. In essence, U.5. development
assistance strategy was predicated on the belief that there was
1ittle that could be accomplished in advancing Ghana's development .
until major policy reforms were achieved to place the Ghanaian

RREEEND
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economy on a sound footing. The central theme of this strategy
was that only broad based economic reform and liberalization of
the econmomy acconipanied by large-scale resource transfers in
balance of payments support would create the econcmic environment
and incentives which were the prerequisite to growth. To continue
sectoral programs and project activities, particularly in agricul-
ture, in an unfavorable economic environment would be inviting
frustration and failure,

From 1969 onwards, after Ghana and the donor group had decided to
ghift away from the IMF-led stabilization program of 1966-6%, the’
several elements of a development oriented strategy were being

pieced together. There is reason to believe that those elements
would have fallen into place during the early months of 1972, That
prospect came to an end with the military coup of January 13, 1972,
The fact of the coup itself brought an end to a parliamentary
democracy. The subsequent politically expedient economic decisions --
debt repudiation and unilateral rescheduling, imposed participation
on private foreign investors, massive subsidies for "esgsential"
commodities, reversal of the devaluation and other measures -- under-
mined the structure of the reforms that was being built up. The
donors and creditors shelved their new assistance plans, deciding

to wait to see what the new National Redemption Coumcil's pelicies,
plans and orientation would be. The basic lines of the earlier
develapment assistance strategy continued, however, to be accepted

as sound and it was believed might again be followed as soon as the
debt isaue was resolved.

B. Current Setting for Development Assistance

Little by little over the past two and a half years there
are signe and trends which suggest that the NRC's development poli-
cies are moving in more positive development oriented directions,
Though clothed in revolutionary rhetoric, more assertive nationmalism
and self-determinmation, some of the elements of the earlier strategy
are again beginning to f£all into place, The heavy political-
peychological burden of the debt issue has been eased and for the
firat time since 1966, Ghana has a generous and final settlement.,
The donors appear to be as enthusiastic as before and prepared to
commlt over $100 million over the next eighteen months, The IBRD
is now well established as a major donor with the commitment of
$25 million in new IDA loans within the last year =-- the largest
sum for any one year for the IBRD since the early '60s -- and is
projecting substantially greater amounts for FY 1976 and beyond.
Professional IBRD staff are assisting Ghanaian economic policy and
planning ministries. A new five-year development plan 1is being
prepared with completion set for July 1975. Other government
actions suggest that step by step the Ghana Government has a
growing appreciation of its economic problems and the actions
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needed to deal with them. This process is, however, still in its
early stages. It will be another year before the full pattern of
gself-help actions emerges. Close-hand observation of the planning
process under way raises doubts at times as to how well or whether
the task will be completed. However, unlike past efforts, the
planning work is being done by Ghanaians exclusively and thus may
as a result be more solidly based than at previous times.

For the present the NRC displays a greater interest in action
programs. in selected sectors than in macro-economic policy con-
giderations., Tangible development activities have more appeal
than the subtler, harder to comprehend policies and concepts of
the macro-economists, even though recent experience is beginning
to force the NRC to appreciate the significance of the latter.
Chana's economic growth and development requires a careful
orchestration of both dimensions of development. The success of
one cannot be assured without the success of the other. The
emerging pattern of development suggests major resource requirements
for new infrastructure, for balance of payments support and for
speclally focused agricultural and rural development programs and
related social services. A recent IBRD study suggests that the
country requires $100 million each year in additional resource
flows if a reasonable growth rate with a greater prospect for
equity is to occur, (The Economic Overview section provides a
detailed review of Ghana's economic situation and trends.)

During the past two years or so, the interests of the donor
commmity have begun to shift. Prior to the 1972 coup there was
an interest in providing major resource transfers in response to
Ghana's request for balance of payments assistance. The IBRD was

~. beginning to consider a program loan, and Canada, Germany and the

U.K. (the other major donors) were prepared to provide a major
part of their assistance in this form. The trend has now shifted

K( and the donor community almost uniformly wishes to concentrate on

agriculture and aspects of integrated rural development, The major

‘infrastructure projects in power, bauxite mining facilities, tele-

commnications, major urban water and sewage systems that are on
the horizon do not generate, for concessional term lenders, the
enthusiasm of earlier times; at best, harder-term export promotion
lcans and IBRD conventional financing wmay be available, At present
Program Loans enthuse no one, While in substance the new focus of
interest of the donor community corresponds in part with the bilases
of the NRC, the underlying facts of Ghana's development requirements

¢ point to a more comprehensive approach. If the trends of external

assistance continue, there will inevitably be a tension between

the level and form of resources required for broad based development
and what is possible through the more narrowly focused interests of
the donors. How does one achieve an annual supplementary resource
flow approaching $100 million per annum beginning in 1975 if domor
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interest is focused on complex low capltal use agricultural and f

rural development or, assuming an interest, on large ilnfrastructure |
schemes not yet designed7 : e

C. U.S, Development Assistance Strategy and Options

Now that the overriding obstacle of the debt issue has
been cleared away and the Government has affirmed its interest
in external assistance, what should be the role of U.S. Develop-
ment Asslstance over the next five years or more? Should we
attempt to revive and preess forward the strategy of the earlier
period? How do recent developments in U,S. foreign assistance
orientation affect the strategy for Ghana? What alternatives
are open to us? What assumptions for Ghana's future can be
drawn from recent events? FY 1975 will be a year of active
transition and the time when A,I.D, will need to make a basic
decision on its development strategy for Ghana. To a limited
degree a pattern of U.S. assistance is beginning to emerge on
the technical cooperation phase of the program; the full character
of U.S, assistance strategy will be reflected, however, in
decisions on the provision of financial and capital resources. _
A review of development assistance strategies suggests four strategy /
options that should be considered: /

Option One - Limited Technical Cooperation Prdgram:
Under Option One U.S. assistance would be scaled down to a limited
$2-3 million TC grant program in agriculture, health and popula-

tion and reduced extension of P.IL. 480 Title II MCH assistance.
Ghana would alao benefit from selected regional projects such as
onchocerciasis control to which A.I.D. contributes. The presumption '
behind this minimum level program is the pessimistic view that there
is 1little prospect of Ghana's having the leadership and stability to
tackle the deep-seated and long-range economic and social problems
that have plagued the country for so long.  The frequent turnover
in governments frustrates efforts to help get Ghana's economy on a
sound economic footing. In spite of the considerable tazalented
manpower in the country and the reasonably well-developed infra-
structure, Ghana's leadership is too weak and uncoordinated to
provide concentrated sustained attemtion to a well-thought-out,
consistent, long-term development program. Moreover, the rela-
tively affluent middle class and urban populations are unlikely

to tolerate any further reduction in their standard of living,

which includes a high propensity for imported consumer goods, in
order to provide a substantial increase in savings for investment
and to permit a wider sharing of development benefits, Wide

swings in cocoa prices will continue to be disruptive to sound
economic policy and the Government's control of import demand.

This pessimistic view reflects a continuing reaction to the

extreme actions of the NRC in its early period after the coup.
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The unilateral rescheduling and repudiation of debts, the abrupt
demand for participation in many long-established foreign enter=-
prises, the attacks on foreign assistance and the revolutionary
rhetoric suggesting a highly authoritarian and statist political-
economic orientation still rankle the Western investors and donors.
The echoes of these actions, though muted, continue to reverberate.
The doubters believe they could come to the fore again; they give
little credence to positive trends that have been emerging over
the past year. In sum, this option concludes that the Ghanaian
political and economic environment for development is not likely
to improve sufficiently to justify more than z minimal presence
type assistance program, particularly in the light of pressing
priorities for limited funds in other less developed countries.

At best Option One suggests putting off any consideration of

major development assistance and waiting to see what happens.

Option Two - Limited Sector Development: Option Two
points to a Technical Cooperation program of $3-4 million in
sectors of A,I.D.'s principal interests =-- food and nutrition,
health and population. It would include $3-5 million gector or
capital project leans in FY 1976 and subsequently, but not
annually, as the opportunity arises and the Ghana Government
presses for them -- a relatively passive stance. The loans
would provide supplements to food and health TC projects and
be based on fully developed economic and technical feasibility
studies., P.L, 480 Title II and participation in regional
projects would be encouraged. Option Two presumes a somewhat
more positive view of Ghana's situation and the prospects for
achieving some development impact in carefully delineated
sectors, It disassociates A.I,D. assistance from the larger
concerns of what is happening to the country's development
generally. It assumes (hopes) that conditions outside the
specific sector problems on which A.I.D, is concentrating
will be sufficiently favorable to enable A.I.D.-financed
programs to achieve their objectives, a point which would
need to be verified with each new commitment of sector assis-
tance. The overall level would be deliberately lower, It
reflects a continuing skepticism about the overall prospects
for Ghana's development and a marked decline in U.8. interest
in Ghana compared with the 1966-72 period.

Option Three - Major Sector Development and Support
for Growth: Under Option Three there would be a concerted effort to
build a Technical Cooperation program of $4-4.5 million aimed at
making a substantial impact on root problems in priority sectors
of food and nutrition, health and population focused on the poorer
rural populations. This effort would be reinforced by a loan
program of $10-15 million each year oriented toward major resource
transfers in the chosen sectors, particularly food and nutrition,

| -
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health and related rural development. In so doing, there would

be a parallel concern with helping to ease the basic foreign

exchange constraint which inhibits Ghana's rate of growth, The
underlying theme of Option Three is the importance of working —
with the Ghanaians both in addressing the problems of increasing /
the growth rate above the present stagnant levels and in supporting |
a redirection of resources and' services toward the poorer rural
populations, .

Option Three interprets the trends of the past year as
encouraging signs that Ghana is moving toward a more rational
and pragmatic approach to development policy and practice. The
resolution of the debt issue, the increased bias toward a mixed —
economy orientation, growing interest in revived foreign private |
investment and external assistance, growing political confidence )
and stability of the leadership, a return to efforts to prepare
a Five-Year Development Plan, and an increasing concern with
swmall farmer programs and rural development and associated ameni-
ties all point to a movement in the right direction which deserves
support and reinforcement. This view looks on the heavy stress in
rhetoric and in programs on self-reliance as a healthy sign demon-
strating a greater self-assertiveness and determination to maximize
the benefit to Ghana of the resources at its disposal for the
country's development, It recognizes but is not deflected by
the inevitability that this new self~assertion will spill over
inte actions at times that clash with developed and donor country
vested interests.

At the same time, strategy Option Three recognizes that
Ghana must do a great deal more on its part to demonstrate its
determination to carry out a sound long-term development program.
For one, the Five-Year Development Plan needs to be completed and
evaluated, Accompanying fiscal and monetary policies need to be
formed and held to, to correct some of the fundamental and long-
standing imbalances in Ghana's external and internal economic
condition. 1In brief, Ghana will need to demonstrate a commnitment
and capability to carry out a development strategy along the lines
outlined in the Economic Overview,

An Option Three strategy would aim to reinforce movement
in that direction -- a key difference from Option Two. It would
be primarily concerned with sector emphases but also continue to
encourage and facilitate efforts toward an accelerated overall
growth rate, To commit the level of resources envisioned under
this option and not be actively concerned about underlying
economic conditions affecting overall growth would be unwise
even 1f policies in the new five-year plan are generally satis-
factory and consistent with A.I.D.'s objectives. Thus A.I.D. would )
need to work closely with the IBRD and other major donors to assist
Ghana, through possibly z revived, more palatable Consultative

o
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Group (perhaps focused on agriculture and rural development),
to take the self-help measures essential to achieving growth
with equity.

Option Four - Major Growth With Equity: A major growth
with equity strategy builds on the already established pattern
of U.S. assistance to Ghana, It is based on the generally
accepted view, as cited in IBRD studies, that a first order of
business in Ghana is to lift the growth rate above the present
stagnant . level of 3% or less., The IBRD projects a possible and
desirable growth rate for Ghana as 4% in 1975, rising to 6% by
1980. To achieve this will require a significant self-help
effort accompanied by major supplementary resource flows in
magnitudes of $100 million per year. Without this boost in
growth rate there is little likelihood of attaining signifi-
cantly greater equity in the country's development. Efforts
to induce greater equity will be frustrated and tensions be-
tween the more affluent urban and middle income groups and the
poorer populations in rural areas and the poorest urban dwellers
will be exacerbated. The program for bringing about this boost
in growth is essentially the same as the one that was being put
together prior to the 1972 coup. To it should be added greater
attention to key sector developments which emphasizes economic
services and amenities to the least developed cormunities in
the country. The elements of the A.I.D. program would include:

- Expanded Technical Cooperation program with major
sector involvement in food and nutrition, health,
population and related rural development and
specially focused attention in human resources
development to improve management capabilities =
$4«4,5 million.

- Sector Resource Loans each year in food and nutrition
and health and related rural development - $10,.0 millionm.

- Supplementary Program Loan - $10-15 million.
= Regional Project activity and P.L. 480 Title II,

The essential difference between the above program and that of
prior years is the increased emphasis on sector development
addressing problems of equity,

What does such a program for FY 1976 presume about the
situation in Ghana? It anticipates that the trend in Ghanaian
economic planning and decision-making will evolve towards
sounder policies and programs as the plan exercise progresses,
By FY 1976 there would have emerged a pattern of self-help

—
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actions and external assistance support which would justify

the major level of U.S. development assistance outlined, Donor
interest in Chana- is reflected in a relatively firm projection

of over $100 million in new assistance reported to the Ghanaian
Government in 1973 as feasible over the next eighteen months

once the debt issue was resolved, An important part of this ‘——w1
strategy option is the assumption of a positive U.S. effort to
encourage multi~donor cooperation and active IBRD leadership

with the Chanaian Government in putting together the several i
key parte of a major development program. It accepts the view !
that the potential for accelerated growth exists in Ghana but —
requires the catalytic action of Ghana's development plan and
significant donor support. With IBRD guidance, building on

the Bank's established major lending and advisory role, Ghana

and the donors could again come together in a Consultative

Group restyled to make it more cecllaborative and more sensitive

to Ghanaian interests and leadership. F¥FY 1976 would be the

target year for beginning this new development thrust and the
process of bringing it about would need to begin in the coming
months, The first step would require exploratory high level
discussions with Ghanalan leaders on their views and aspirations
for the country's long-term development predicated on the view
that the principal donors are prepared to provide substantial
additional resources over an extended period,

D. Ghanaian Aspirations and Strategy Options

As the horizon of the Ghanaian Government rises above
the immediate problems at hand, its long-term aspirations begin
to take shape. The principal characteristics are:

- Overvriding preoccupation with achieving greater self-
sufficiency in food production and the production of
agricultural raw materials for domestic processing
industries.  Rapidly rising costs, largely caused by
production and marketing problems of local foods,
have intensified this concern with agriculture.
Almost every Institution in Ghana in one way or
another has an agriculturally related component
in hand or under planning, The Central Bank of
Ghana has become a prime mover in agriculture policy
and programs,

- A growing interest in the rural development dimensians -«
health, feeder roads, rural water supply, adult educa-
tion, cooperatives, agricultural credit ~- of
agricultural growth, stimulated by political pressures
from the outlying regions,

—
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= A greater appreciation of the importance of foreign
public. and private capital to the achievement of
their aspirations. This has been most notably
reflected in the drive to get the $150 willion
bauxite mining - alumina processing enterprise
under way -~ a project which has been central in
Chanaian aspirations from the early days of the
Volta River Development - Valco project. The
desire for this new scheme has been a significant
force in moderating the Government's actions on
other external investment and financial matters,

- A recent awakening to the impact of accelerating
power requirements on the long-term options for
additional hydroelectric facilities. 5130 million
will need to be lined up in FY 1976 for the Kpong
Dam; additional schemes in the $200-300 million
range are becoming more urgent. The pressures
for these vast schemes in turn will generate more
intensive consideration of alternative uses of
available water for power and/or irrigation in
the poorer drought-prone areas of northern Ghana
and neighboring Sahelian countries.

Underlying these aspirations is the continuing debate
on the country's political-economic ideologic orientation which
centers on the definition of self-reliance. Simply expressed,
it is a debate between the advocates of statist-socialistic
biases from the Nkrumah era and the advocates of a liberal
economic (though now more assertive and nationalistic) philos~

_ophy. An interpretation of self-reliance from the socialist

viewpoint carries with it an insistence on go-it-alone austerity
which to a certain extent characterized the first year or two

of the NRC's administration; it was saved from its severest
economic consequences by the sudden rise in export earnings

- from the country'’s major exports. The liberal economic view

has increasingly come to the fore as the longer term prospects
of major new investments and growth become more attractive and
the authoritarian discipline of a socialistic austerity less
so. This movement is guided by leaders who are essentially
pragmatic, learning their lessons in economics from what they
find does or does not work. Their aspirations will draw them
increasingly towards those development policies and programs
which call for an expanding flow of external resources from
private investment, external assistance and trade.

How will Ghanaians with this perspective before them
view the strategy options outlined? Certainly Options One and
Two will be viewed as a decline in U,S, interest in Ghana and



Ry —

a turning away from our policy of the post-1966 period. Option
One is essentially the course followed during the bitterest

days of the Nkrumiah period apart from extraordinary commitment
to the Volta River Dam - Valco Smelter projects. Option Two,.
while more positive, will not be considered significantly
different and the time necessary for the refined advanced
plamning and implementation may undermine its more positive
intent., Options Three and Four are more in line with

Ghanaian expectations, arising from their owm perception of

the importance of the U.S. to Ghana's development and from

their understanding of the assurances they received of U.S.
support following a debt settlement. Option Four will appear
less attractive until such time as the resource pinch becomes
more sharply defined and felt. The fear of overly embracing"‘“1
foreign influence which could accompany Option Four and a {
current distaste for generalized commodity import loans will |
likely deter them from taking the lead in such a development E
strategy. The tension between its advantages and disadvantages
may become significant as the implications of the $100 million )
annual gap sink in. The style and performance of the donor {
group, in the interim, will be the key to how Ghana copes with |
the tensions, Option Three would likely seem to the Ghanalans
the most attractive. Its emphasis on sector development,
particularly in agriculture, and subordinate but continuing
concern for the constraining foreign exchange problem appears
congistent with Ghanaian views of their priorities.

One vital characteristic of the Ghanaian position
derives from their view of collaborative style. This view is
rooted in their more assertive economic nationalism; it is
reinforced by our own stress on greater LDC initiative in
development plamming and decision making. The hat-in-hand
approach is out 1f it was ever in style. Ghanalan leaders
in various regimes have stressed their preference for the
donors to outlihe the level and focus of their interest first
so that Ghanaisn planning could then be adjusted accordingly.
They have consistently resisted the Consultative Group concept
which required Ghanas to outline its development programs and
self-help measures first to be scrutinized by the donors to
determine whether they are worthy of support. The prevailing
view calls for the donor to offer what it believes it can help
with and on what basis; the Government will then decide whether
to-accept or reject., For Ghana, the collaborative style is at ~j,
its best a process of mutual initiative with more stress on j
Ghana's molding domor proposals to fit its interests than the /
other way around. Strategy Options Three and Four will call
for donor group initiative and flexibility. ,J

e TN
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E. Deonor Community Interests and Assistance Strategies

Prior to the 1972 coup, the Donor Commnity under IBRD
leadership was moving toward commitment to a major assistance-
program, The Consultative Group mechanism was to be employed
to bring together the requirements and program of the new
Development Plan with the commitment plans of the donors.
Prospects of upwards to $150 million in new assistance were
anticipated. The donors included the IBRD, U.S., Germany,
Canada, U.K., UNDP (TA only) as the major contributors, and
a number of smaller donors including Italy, France, Denmark,
Israel and Australia., The confrontation on the debt and -
participation issues and the NRC's strong aversion to multi-
lateral arrangements with donors shelved indefinitely a revival
of the Consultative Group.

From the U.S. viewpoint some such Consultative Group
mechanism would be an essential precondition to assistance
under Option 4. It would be desirable under Option 3 but not
essential and could be more narrowly focused on agriculture
and rural development programs. A Comsultative Group under
Options 1 and 2 would not likely be in our interests as it
would expose us to pressures for levels of assistance we would
not be prepared to provide. The absence of a Consultative
Group does not preclude other forms of domor coordination,
however. Active informal coordination takes place continuocusly
among the donor representatives structured by monthly meetings.
Sub groups have been formed on special program areas, particularly
agriculture. -

T A central aim of the NRC when it took over the _

. Government was to remove what they believed to be the excessive
influence of foreign advisers and organizations -- bilateral

and multilateral -- in macroeconomic policy formulation under

the prior administration. Unfortunately, concurrent with this
reaction during the first year or so, there was a lack of
appreclation of the critical importance of sound fiscal, mone~
tary and balance of payments policy and of systematic investment
planning., Experience with the results of NRC's efforts reinforced
by the impact of external factors restored some recognition of the
significance of these policy areas and some cautious appreciation
for external advice and assistance though severely circumscribed.
In this circumstance, the IBRD, through its economic missions,
reports and consultations and its resident senior economist,

has sought to help the Ghanaian policy makers see the realities

of their economic situation and the consequential actions neces-
sary. No other donor has any involvement in this dimension of
Ghana's development. The A.I.D. program has sought to strengthen
the Ghanaians' own capabilities in this area owing to its
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critical impact on national development and significant .
achievements within the productive sectors. Carefully focused )
assistance as under the Economic Development Management project |
should be continued to broaden the base of trained and informed ;
economic decision-makers and competent development planners,
It would be an important compenent in working toward the objec-
tives of Options 3 and 4, complementing the work of the IBRD and
filling an assistance need not met by other donors, Similarly,
advice and encouragement can evoive from the macro-policy
implications of sector orilented activities,

The current plans of the major donors envision major
comnitments during FY 1975 and FY 1976, The greatest portion
of this assistance 18 to be concentrated in the agricultural
and rural development sector. The IBRD's pattern of assistance -
is concentrated on cocoa, palm oil, sugar, coconut, livestock
and a cotton production-based integrated rural development scheme.
The German Goverrment is concentrating its assistance on an
evolving rural development scheme centered on rice production in
the Northern Region and to a lesser degree in the Upper Region;
it is prepared to take on one similar additional region-based
rural development scheme, The Canadiansg are interested in
shifting more of theilr resources into rural development =~ they
now have a major village water supply program in the Upper
Region -- but may be held by the Ghana Government to planned
comuitments in telecommunications, the Kpong hydroelectric dam,
and highway rehabilitation in association with the IBRD, The
U.K, program is as yet unformed. UNDP, while involved in a
wide range of activities, has its largest program in maize
development based in the four primary maize-producing regions.
Programs of other domors in other areas of proposed A.I.D,
assistance are negligible,

B —

{

What do the above emerging patterns of other donor
assistance suggest for A.I.D.'s development assistance strategyl

The level of resources planned and in process suggests
that A.I,D.'s program will continue to be part of a major multi-
lateral effort to assist Ghana, The U.S. will no longer be the
major donor as the IBRD expands its program but will operate at
a level closer to the other major bilateral donors. As the focus
of donor attention narrows to problems of key sectors, the task
of defining distinctive roles for each will become more complicated
particularliy as the focus is mainly in the agriculture - rural
development sector.

Both the Germans, IBRD and UNDP are well established )
in area-based commodity production programs, some of which are /
being expanded to encompass rural development schemes. These |
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programs are in areas of the poorer population, For example,
the German program is particularly concentrated in the eastern
half of the Northern Region and possibly the Upper Regiom,
The IBRD integrated rural development scheme, now being developed,
will cover the northwest corner of the Upper Region, extending
into the Northern Region. The UNDP maize program has operations
in the Brong-Ahafo, Ashanti, Central and Eastern Regions. A.IL.,D.
programs still in the planning stage must be fitted into those
of other donors already well advanced. Clearly these donors
are not prepared to take on the full range of development actiwi-
ties required in their regions which are among the poorest in
the country; opportunities for complementary programs are open
in these areas,

- Problems of available manpower and administrative
capacity in the regions and donor sensitivity to distinctive
identity for their programs make the conduct of complementary
programs particularly delicate ones, however, At the same

- time that some elements of the Government want to move toward
integrated rural development by region with donor assignment
accordingly, other key officials are sensitive to the difficult
political implications of such region~donor association. None
of the principal donors, apart from A,I.D., appear to have in
mind the national diwensions of the development effort, i.e,,
the strengthening of the national agency programs which must
be linked with development efforts in the regions., A program
which blends these two dimensions would appear an appropriate
strategy for A,I,D.; it would help strengthen the work of other
donor activity, and employ A,.I.D.'s special experience and
capabilities. It would be feasible under Option Three.

F, Level of Assistance and Alternative Strategies

The choice of strategy to a considerable degree will
be influenced By the program preferences in A.I.D.'s mandate,
There is little point in adopting a development assistance
strategy that is incompatible with the primary mandate given
A.I.D. Options Three and Four would call for Sector Resources
Loans and, for Option Four, in addition, Program Loans to
enable relatively rapid planning and implementation to meet
the requirement for resource flows consistent with the develop-
mental objective envisioned., Sector Loans and capital projects
require longer lead times for planning; implementation extends
over a longer period of years. The objectives which call for
a concern with both growth and equity would not likely be
achieved by the TC-Sector Loan aid instruments in Option Two.
If, however, Program Loans are ruled out then the achievement
of the Option Four objective is unlikely; there is no sector
or project mechanism which will permit the rapid large-scale
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flow of resources required to achieve the growth objectives
outlined in the IBRD projections. The size of Sector Resource
Loans is constrained by the narrower programming limits
implied in a sector focus, '

Another factor bearing on the level of assistance -
stems from Ghana's relatively advanced development compared
to the least developed countries in Africa. The IBRD has
advised the Ghanaians that the amount of IDA term money will
be available for Ghana at substantially reduced levels. Mixed
IDA and conventional IBRD terms are likely to be the pattern
of the future with the character of the project a key deter-
minant. The large-scale financing envisioned for the Kibi
bauxite mining infrastructure and for new power requirements
is unlikely to attract the concessional financing Ghana would
like. Other infrastructure schemes such as telecommunications
and urban water systems will similarly be less attractive to
concesslional donors who are shifting their attention to
agriculture and rural development and social service programs
in general., Ghana will thus have to absorb a higher percentage
of conventional IBRD-EXIM type financing along with continuing
concessional lending for the less commercially orlented activ-
ities., Having just overcome a major debt servicing problem,
this prospect will be painful, placing considerable pressure
on A.I.D. and other concessional lenders. '

[

G. West Africa Development and
U.S8. Development Assistance for Ghana

The implications of the choice of strategy option for
Ghana go beyond Ghana itself. Future development in Ghana
cannot go on isolated from neighboring countries; moreover,
stepped-up growth in Ghana can contribute to the salvaging
of the ravaged economies of nearby Sahelian countries. Ghana
can become an important market, employer and food source for
impoverished Upper Volta and other Sahelian countries. Ghana
imports cattle worth several million dollars each year from
the Sahelian countries. As its economy expands the demand
for labor will grow as it has already in some Ghanaian agri-
cultural areas. Substantial quantities of Ghana's food
production move across the borders in response to high prices
and ease of transport ~- one estimate suggests that 10-207 of |
Ghana's expanded rice production is smuggled out of the ﬁ
country. This will inevitably increase as Ghana's agricul- {
tural development accelerates, Ghanaian manufacturers are -
meeting demands in the surrounding countries, e.g., textiles
to Mali, Various studies have pointed out, however, that
Ghana's internal economic difficulties -- its lack of growth,
its overvalued cedi -~ have isoclated it from a greater J-
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involvement in West African development. Conversely, it is
believed that significant growth in Ghana and a reordering

of its external financial position could contribute to growth,
in neighboring countries. Parallel with this view is the
conclusion that the Sahelian countries can only survive and
develop in close association with the more prosperous, more
developed and growing coastal states. Ghana, moreover, is

. becoming increasingly involved in regional schemes. It is

a key participant in the onchocerciasis control program and
in regional links in telecommmications, power and transport.
It is an active supporter of the West African Economic
Commuinity,., Future river development in northern Ghana will
have important consequences for Sahelian countries.

Strategy Options One and Two preclude A.I.D.'s
encouraging and supporting a greater Ghamaian contribution
to West African regional development and support for the
Sahelian countries. Option Three and particularly Optiom
Four can, over the long term, make a distinct contribution,
provided a regional perspective is built into the planning
to resolve the problems of the tragically frail economies
of the interior countries. In the same process its own
people can come to share more equitably in a better life.

H. USAID Conclusions and Program Recommendations
on U.S. Development Assistance Strategy

In considering the four strategy options, the USAID
Mission recognizes that a number of variations in dollar levels
and program instruments can be designed with differing shadings
in justification. It believes the four options that have been
laid out provide significantly different courses that could be
followed as U,S. interests in Ghana and West Africa may dictate
and Ghana's domestic performance justifies. A final conclusion
on A.I.D.'s Develcpment Assistance strategy will require further
exchanges with the Ghana Govermment in the context of the
Government's emerging development plan; however, guidance
for these exchanges will be needed drawing on the USAID's
presentation., In considering the optlions we should view them
as objectives toward which we choose to work rather than as
established programs for which necessary conditions have been
satisfied and now exist.

We would seriously question the wisdom of Option One;
it 18 a backward locking view insensitive to the nuances and
trends and opportunities for development in the Ghanaian situ-
ation. It fails as well to appreciate Ghana's profound inter-
est in and desire for American ideas, technology and relationships.
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Option Four represents from a development economist's
point of view, such as outlined by the IBRD, the strategy most
likely to achieve the structural changes and economic reforms
necessary to bring about the higher growth rates Ghana has
been deprived of for the past decade. It provides the oppor-

‘tunity for building substantially greater equity into Ghana's

development -- & course which would have to be purposely pur-
sued or the attractions of capital~intensive investments would
again distort the country's growth. It is the option most cone
sistent with the aim of promoting Ghana's participation in and
support to West African and Sahelian development, perhaps a
primary justification for such a major U.S. program. By the
end of FY 1975 Ghana could be and may be in the best position
it has been in since the 1966 coup to launch a broad based
growth with equtty strategy. Many of the elements are falling
into place -- debt burden cleared, large-scale external assis-
tance pending, a healthier view of self-help evolving, and a
new development plan being prepared. At the same time, however,
the focus of international development concerns 18 shifting as
is Ghana's view of itself in the international setting. The
opportunity for Option Four, in spite of its merits, may have
passed. For the donors, the problems arising from the inter-
action of population growth, food production and provision of
social services and the concern for the poorer members of the
soclety are concentrating attention on sectoral crises and

the condition of the least developed countries, Ghana, for

its part, hopes that a favorable balance in its export prices
and import costs will be sustained to enable it to achieve by
trade what it previously sought by aid. There is also the
nagging doubt that Ghana has or will have the kind of leader-
ship capable of providing the dynamic political environment
required for such a atrategy. Option Four should be put on
the back burner; as events unfold it could again be appropriate.

There i{s merit in Option Two. It will not provide
the level of resources, however, that could bring about a
significant impact on basic sectoral problems and would not
be supportive of a move to accelerated growth., It is well
below the level of assistance Ghana expects from the U.S.
as indicated by past U.S. performance. It will make little
or no contribution in helping Ghana participate in easing
the urgent development problems of the Sahelian countries,
With tight funds and greater priority being given the least
developed countries, it may, however, be the best option
feasible,

!
Option Three provides, from the USATD Mission !
perspective, a particularly promising strategy. It would /
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permit a concentrated and significant impact on Ghana's
agriculture and rural development. It could help mobilize
one of the most fundamental forces for development in Ghana --
the mass of the rural population and small farmers. It could
pave the way for Ghana's contribution to easing the Sahelian
problem with food, supplies, farm employment and markets.

Its larger resource flow would help, in concert with other
donors, stimulate movement toward a higher growth rate while
giving equity concerns a primary thrust, Option Three is
directly consistent with both A.I.D.'s and Ghana's current
development interests. Once accepted in principle by A.I.D.
as a feasible and appropriate strategy from its position, a
dialogue with Ghanaian officials will be necessary to deter-
mine whether it is, in fact, practicable, The Misscion
believes, however, that step by step it is establishing the
kind of working relationship which will permit effective
coliaboration. But this relationship will have to emerge
over time built on a confidence that is based on our
responsiveness to specific requests,

I. Program Content and Approach Under Optiom Three

The proposed development assistance program is
concentrated in three sector areas: small farmer agriculture
and related rural development, health services and population.

The small farmer agriculture and rural development
emphasis envisions:

- concentrated attention on the problems of
delivering basic agricultural inputs and
services -=- credit, seed, fertilizer, im-
proved practices and appropriate technology ~-
to the small farmer, and the strengthening
of storage, marketing and distribution
services which have been identified as a
primary constraint;

- the development of farmer associations and
private agribusiness enterprises to enhance
the linkage between agricultural services
and the small farmers;

- Iintensified application of the above in omne
region (or part thereof) in an integrated rural
development program, working, as much as pos-
8ible, through existing Ghanaisn institutions
and organizations;
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= the development of a permanent capability within
Ghanaian institutions to train middle management
staff for agriculture activities -- a major
bottleneck to the expansion of Ghana's agriculture.
program,

: In all of these activity areas, the intention, where
requested by the Ghana Government, is to identify strategic /
points for assistance rather than presume a comprehensive !
involvement, e.g., Institute small farmer action research
extension programs, establish a fertilizer company for
procurement, processing and marketing, expand the seed
multiplication unit's operations, develop staff and provide
working capital for additional branches of the Agricultural
Development Bank, provide capital resources to strengthen
input distribution services, storage and transport, and
undertake an integrated rural development project in an area
specified by the Ghana Government.

-

The second area of concentration is health with
particular attention to the delivery of health services to
the rural populations, The program envisions:

~ the development of a plaming unit and management
system in the Ministry of Health;

- strengthening middle management particularly in
regional operations;

- strengthening the logistic support system of
transport, supplies, communications and basic

equipment;

- intensive application of services in a selected
region;

- more intensive zpplications of the nutrition
factor in the planning of development activities
especially with respect to the health of mothers
and children in the rural areas.

The population program -- the third area of concentration --
continues along the lines of agsistance already well established,
i.e., support to the Ghana National Family Planning Program and
to research on the interrelationships of low cost effective
rural health/family plamning delivery systems, Increased atten-
tion will be given to:

"
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- intensifying the delivery of family planning
services through an improved management of MCH
and/or "free standing” clinics and of distri~
bution of non~clinical contraceptives through
commercial channels;

= developing an intensive area program in one
region.

‘There are common program themes within these areas
of concentration which characterize the proposed assistance
strategy:

{ - First, there is a particular interest in

: strengthening management systems and capabilities
i esgential to improving the delivery of services =--
\ agricultural, health and family planning -- to

E the rural poor populations. The management factor
; (including opevations planning) is perhaps the
primary constraint in Ghana's development where

- other human and physical resources are available

l but poorly organized and directed., USAID's

i program interest in Ghana in education and human
regources development lies primarily in this con=
cern for management which is critical to ensuring
development programs =-- public and private --
reach and involve the poorer population groups,

- Second is the recognition that to be effective,
the delivery of services from national agencies
| must be tied together in a region or smaller area
T focused on integrated rural development programs.

- Third, there is a recognition that even within
integrated rural development schemes, non-
governmental organizations, associations and
programs have a vital role as a link between
government services and the communities of rural
poor, Because of the difficulties of servicing
wvast numbers of households and farms, the need
for more intimate appreciation of local attitudes
and customs, and the need to create an "attraction”
force through organized community efforts, atten-
tion must also be given to building non-governmental
organizations and programs in the villages.

| = Fourth, the development of appropriate technologies
: through operational research in the local environ-
ment is essential to sustained improvements in
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these sectors., The Danfa Rural Health and Family
Planning Research Project provides this dimension
to the health and population programs. The .
Development Applications of Sclence and Technology .
Project will serve to reinforce agriculture and
rural development activities as will other

research efforts dirécted at particular agronomic
and socio-economic problems of the small farmer.

The preliminary investigations of the Mission to date
on women in the development process already demonstrate the
particularly significant role of women in food production and
distribution, and their active, if limited in numbers, partic-
ipation in professional positions in the selected areas of
concentration. The investigation also shows the cultural
expectations that Ghanalan women, apart from their role as
bearers of children, be economically active. Their subservient
position in the society, however, results in their not being
provided with the educational opportunities and technical
services comparable to their responsibilities and roles in
the economic processes of the country,

Levels of Assistance Under Option Three

The USAID recommends the following funding levels for
planning purposes:

FY 1975 FY 1976 FY 1977 FY 1978
Technical Cooperation
and Development Grants 5,206 4,333 3,645 2,954
Sector Resources Loans 12,000 10,000~15,000 10,000-15,000
Title IT (MCH) 1,336 1,641 _1.,810 2,000

6,542 17,974 15,455-20,455 14,954-19,954
Technical Cooperation and Development Grants

The higher level for TC reflects the USAID effort to
move the Ghana program into the mainline of A.I.D.'s new mandate.
In FY 1976 approximately 50% (607 in FY 1975) is for programs in
the food and nutrition category including the Science and
Technology project under Selected Development Problems which
will be concerned with aspects of agricultural development,

This compares with less than 10% in FY 1974. About 30% in

p———
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FY 1976 is for population programs and 10-157% for health.
The large increase in FY 1975 reflects the advance funding
requirements for several new projects. We anticipate that
the actual level in FY 1975 may fall between $4-4.5 million
as new projects are reviewed and initial implementation
delayed. Punding for the TC/DG activities could include
allocations from the Voluntary. Agency set aside fund for
the Farmer Association and Agribusiness Development Project
and Sahel appropriations for the Savannah Desertification
Study under the Development Application of Science and
Technology Project.

Development Loans

The USAID Mission proposes for planning purposes an
annual level in the range of $10-15 million for each fiscal
year., In FY 1976 it is proposed that $10 million apply to
an Agriculture Sector Resources Loan and $2.0 wmillion for a
Health Sector Resources Loan. These loans would provide a
combination of local currency generations and commodity
imports required by the sector. The loans would encompass
an agreed set of subactivities associated with the A.I.D.
Technical Cooperation program,

The following section provides summaries of the
three sector assessments and a discussion of several related
areas of program interest: education and human resources,
science and technology, rural development and women in
development and other A.I.D, activities in Ghana. Sector
Assessment Ammexes provide the full discussion on agriculture,
health and population and a preliminary assessment on Ghana's
women in development.
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